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ABSTRACT 
This research report examines how commercial banks in Hong Kong 
assess the creditworthiness of their corporate clients in their 
lending decision process. Factors influencing the assessment of 
creditworthiness are identified and their relative importance in 
making lending decision established. Furthermore, the degree of 
importance attached by local bank executives to the various factors 
are compared with those attached by international bank executives. 
Finally, similar comparison is made between bank executives and a 
group of MBA students. 
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Purposes of the Research 
Hong Kong‘s economic success has been impressive with annual 
real GDP growth averaging 8.6% in the 17 years during 1971-1987. 
This rapid pace of expansion has transferred Hong Kong from its 
pre-war role of a major entrepot for China to a leading regional 
manufacturing and financial centre in the Asian Pacific Region. The 
integration of the Hong Kong economy with PRC in the past decade has 
combined Hong Kong expertise in management, marketing, capitalisation 
and entrepreneurship with PRC's bountiful supply of labour, land and 
natural resources. The result is the emergence of one of the most 
competitive manufacturing bases in the world. Hong Kong's position 
as a key international financial and business centre will be further 
enhanced with its increasing importance as a trade, transport, 
information and financial service centre for PRC. 
Hong Kong‘s economic growth and success depends on a number of 
factors, one of which is the support from the financial institutions 
in extending loans and advances as well as providing various 
financial services to the corporations in Hong Kong. This report 
examines how the commercial banks in Hong Kong would assess the 
creditworthiness of their corporate clients in their lending decision 
process. The major information items which are used in the credit 
evaluation process are Identified and their relative importance 
studied to obtain a better understanding of the decision criteria 
used by the commercial banks in granting credit facilities to 
corporations. The result would assist Hong Kong corporations in the 
preparation of appropriate information when they approach their 
bankers for banking facilities. Communication between corporations 
and banks would then be more efficient and effective. That would 
contribute to the continuous success in the Hong Kong economy. 
Commercial Lending Environment in Hong Kong 
The total number of companies registered under the company 
ordinance in Hong Kong in 1989 is over 240,000. Among them, there 
are big Hongs such as Jardines, Hutchison, Cheong Kong, Hong Kong 
Telephone, Swire, Cables and Wireless, etc. However, many of them 
are small to medium-sized companies engaging mainly in the 
manufacturing and trading of consumer goods. The major export 
markets are North America and Europe. Recently, business volume 
within the Asia region has increased significantly, especially trade 
among countries within the Pacific Rim. Major manufacturing 
industries in Hong Kong are textiles, garments, electronic 
components, consumer electronics, toys, watches and clocks, plastics. 
Under an efficient subcontracting network, the large number of 
small and medium-sized manufacturers contribute much to the strength 
of the Hong Kong manufacturing industries with its quick response to 
constant shifts in market demands Competitive position is also 
enhanced with increased quality consciousness, punctual and prompt 
delivery. Most of the small to medium-sized companies are either 
family-owned or run by a few partners. The Hong Kong Chinese culture 
which encourages one to own one's business rather than working as 
employees has led to the formation of a great number of small 
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business set-up. These entrepreneurs are efficient, flexibJ c and 
quite successful. They contribute very much to the vibrant economy 
of Hong Kong. Many of the well-established family-owned companies 
have gone public in less than 10 years. 
The financial requirement of a company can be funded by equity 
or debt. The old Chinese businessmen believes in the principle of 
"self-financed" and "not to borrow money". This cultural bias 
towards equity finance is still deeply rooted in the mind of many 
traditional Chinese businessmen. However, the new generation taking 
over the business are more receptive to leverage the companies to 
increase profit potential. Debt financing and other banking service 
such as trade finance have contributed to the success of many small, 
medium or even large corporations. 
The objective of the commercial banks is to create shareholder 
value by maximizing sales (generation of interest income from 
advances and fees from services) as well as minimizing bad debt 
losses (to protect depositors interest) and processing costs. During 
the past 15 years, the banking industry has become more international 
and sophisticated with the influx of foreign banks. These 
international financial institutions bring in advanced banking 
systems, operating procedures, lending rationales and innovative 
products to corporations in Hong Kong. General banking facilities 
are usually in the form of overdraft, short term loan for working 
capital finance, import and export facilities for manufacture and 
trade finance, term loan for financing fixed assets such as plant and 
machinery. Approval and granting of banking facilities to 
corporations will be based on an acceptable level of risk justified 
by return. Risk is evaluated against the country, the industry and 
the corporation itself. Lending decision depends on the repayment 
“ 
ability of the corporation which is determined by the cred i t 
evaluation and analysis of the corporation and the business 
environment in which the corporation operates. Basically, the 
lending process is a relatively standard procedure or a series of 
activities involving (i) an initial loan request, (ii) credit 
evaluation and assessment and (iii) repayment performance. 
Research Methodology 
Interviews were conducted with seasoned bankers to identify how 
they evaluate a credit proposal and decide whether to grant or 
continue to grant banking facilities to the corporation. Details of 
the lending procedures and criteria in credit analysis were discussed 
to work out a list of "essential information items" required from the 
corporations. The bank executives interviewed were selected from a 
spectrum of 4 representative types of banks in Hong Kong:-
(i) large local banks with a large market share in the 
commercial banking market (e.g. The Hong Kong Bank, 
Standard Chartered)； 
(ii) foreign banks with a well-established presence in the 
commercial banking market (e.g. Chase, Citibank, BNP)； 
(iii) PRC banks (e.g. Bank of China, Nanyang Commercial)； 
(iv) local banks (e.g. Liu Chong Ring, Dao Hang). 
Hypotheses were developed based on the information obtained. 
Questionnaires were then sent to various bank officers involved in 
the credit assessment of corporations to test the hypotheses. The 





The essence of good credit analysis is to determine repayment 
probabilities of the borrowers with an objective to provide the basis 
for the lending decision, pricing and structuring of the facility 
agreement. The result of literature survey revealed that several 
theoretical approaches had been developed for granting credit to 
customers. 
Credit Scoring Approach 
This approach seeks to identify the attributes of the borrower, 
establish a measurement for the attributes, quantify the attributes 
and determine the weight of each attribute. A score is then 
calculated to discriminate those who may repay the borrowed sum from 
those who may fail to do so. Credit-scoring functions have been used 
to develop decisions rules for granting credits. The basic goal of 
the credit-granting process is to evaluate credit applicants with the 
objective of determining the appropriate risk-return tradeoff. The 
problem is viewed as a conditional probability forecasting question: 
Given the credit applicant's characteristics, what will the future 
payment behaviour be? It is a procedure that involves weighing the 
relevant characteristics to obtain a numerical score that can then be 
used to determine whether or not credit should be granted. The 
structure of a credit-scoring model is precisely that of a linear 
regression model. A set of variables XI, X2 Xn is used to 
determine the creditworthiness of the given applicant. Corresponding 
to each Xi is a weight Ai that determines how much each variable 
contributes to the total score Z: 
Z = AlXl + A2X2 + + AnXn 
The model is developed such that it assigns a heavy weighting to 
a characteristics that discriminates well between good and bad 
accounts. The past experience with customers of varying scores is 
analysed to determine a "cut-off score"； that is, applicants with a 
score less than the cutoff score will be classified as a bad risk 
(rejected for credit) and others will be classified as a good risk 
(accepted for credit). The above model which was described by Boggess 
1 has been used extensively in consumer lending - for individual 
customer, eg. credit card issuance to individuals, personal tax loan 
and individual mortgage loan. Usually, the use of the credit-scoring 
model is enhanced through the coupled use of discriminant analysis. 
The adoption of the credit-scoring approach by the commercial 
banks in granting banking facilities to corporations may have the 
following limitations:-
I 
(i) there is a multitude of factors which affects the lending 
decisions, some of these are based on information relating to the 
applicant whilst others are relating to the external environment in 
which the firm operates. Some of these factors are qualitative and 
1 "Screen-Test Your Credit Risks", Havard Business Review 
(November - December 1972): 113-122. 
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could not be readily quantified whilst others are quantitative but 
vary considerably depending on, for instance, the type of industry in 
which the borrowing firm operates. In short, the diversity of the 
factors and the complication in their quantification have crippled 
the use of the method. 
(ii) lending to clients usually involves bigger sum of money and 
lower margin comparing to consumer finance and as such, each 
corporate lending application is usually treated on an individual 
basis. Bank executives realise that scoring functions for firms will 
have to be sufficiently sophisticated to model their decision making 
process and it is not worthwhile to develop such scoring functions 
for each individual case. Therefore they prefer to fall back on their 
analysis and judgement for making lending decision. 
(iii) any credit-scoring alternative declines in effectiveness 
over time. To be effective, the credit-scoring model will require 
2 periodic updating as described by Long. 
Failure Prediction Approach 
This approach, which in essence is similar to the credit scoring 
approach, seeks to construct a failure prediction model based on the 
financial ratios of the firm. The approach is based on the premise 
that financial ratios have a discriminant power which can be used to 
classify firms into one of the two ”a priori" defined groups: *Firms 
that go bankrupt‘ and ^Firms whose activities continue‘. With the 
assistance of discriminant analysis, firms which are susceptible to 
2 
"Credit Screening System Selection", Journal of Financial and 
Quantatitive Analysis (June 1976):313-328. 
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bankruptcy are grouped from those that will have continued 
existence.This approach was first described by Beaver (1967) and 
Altman (1968) . Some examples of this approach are: 
(i) Fernandez “ demonstrated that for the firms surveyed in 
Spain， a discriminant function which is a linear regression of the 
four factors 'capacity to repay debt', �fixed assets financing', 
�structure of working capital' and 'structure of short-term debt' 
give sufficient accuracy for firm classification and failure 
prediction. 
(ii) Ta and Seah ^ examined 24 financial ratios using the 
multiple discriminant analysis to construct a failure prediction 
model for business firms in Singapore. Their discriminant function is 
a linear regression of the four class of factors ‘total debt/equity', 
'profit before tax/sales', �profit before tax/equity' and ‘interest 
payout‘. 
This type of firm-insolvency analysis which seeks to quantify 
the likelihood of firm bankruptcy has become more and more popular. 
However, the approach only focused on financial ratios of the firm, 
it ignores the firm's background and the environment in which the 
firm operates and disregards factors like collateral which bank 
executives would also consider in determining an appropriate 
risk-return tradeoff. 
3 
"Commercial Bank Lending: Process, Credit Scoring, and Cost 
of Errors in Lending", Journal of Financial and Quantative Analysis 
(November 1980). 
“ "A Spanish Model for Credit Risk Classification" Studies in 
Banking and Finance 7 (1988). 
5 "Business Failure in Singapore", Studies in Banking and 
Finance 7 (1988). 
‘) 
Decision Theory Approach 
This radically different approach is based on the application of 
decision theory in which the bank executives have to make a series of 
sequential decisions. The first decision is to decide whether to 
order a credit investigation, then sequential decisions are required 
to determine the necessary level of investigation, and the final 
decision is to decide whether to grant the loan. 
This statistical application of sequential decision process to 
credit decision problem was described by Dileep ^. A decision tree 
is drawn up for the sequential nature of the information gathering 
and decision process involved with customer credit applications. The 
process rests on two premises: first, since all relevant information 
cannot be secured in time or without cost, all relevant information 
is not worthwhile in making a decision. Second, past experience can 
be effectively employed in dealing with uncertainty as to the future. 
Once a piece of information relevant to the credit decision is 
received, in the light of past experience, the lenders would estimate 
costs associated with the three alternatives； namely, credit grant, 
rejection of request, and postponement of the decision until a piece 
of further information is secured. The lender selects that 
alternative which has the minimum expected cost. Based on estimated 
probabilities of payment or non-payment from the lender's past 
experience and the associated cost for acceptance and rejection, the 
expected costs for the decision tree with different levels of credit 
6 "The Formulation of Credit Policy Models", Management 
Science. 15 (October 1968): 30-50 
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investigation are worked out. The cost of credit grant and credit 
refusal are compared, the credit is granted if the rejection cost Is 
higher than the acceptance cost. 
Danos etal ^ consider the lending investigation in three 
phases. Phase one of the credit evaluation process involves gathering 
background information on a prospective borrower, including a brief 
history of the company, a credit report, and highly summarized 
financial position. Phase two of the process involves a personal 
"sizing up" of the borrower's business prospects and managerial 
skills and may include an on location visit by the lender. In phase 
three the lender performs detailed evaluations of the historical and 
forward-looking accounting data. 
Whilst Dileep sought to establish a control system for a 
different situation it appears that this sequential decision process 
could well be applied, on a simplistic basis, to the three levels of 
credit investigation as described by Danos etal. In fact this 
approach could be made more powerful by the use of Bayesian theory to 
derive the posterior probabilities for loan repayment based on the 
satisfactory report of a given level of investigation after past 
cases are evaluated. 
Implications for Research 
From the perspective of information requirements, the first two 
approaches require attributes which discriminate ，good' prospective 
borrowers from the borrowers to be identified. The second 
approach indeed assumes that financial ratios alone have the 
1 "The Use of Accounting Information in Bank Lending 
Decisions", Accounting, Organization & Society (UK) Vol:14 Iss:2 
1989. 
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discriminant power to classify and predict firm failure and hence a 
useful method for making lending decisions. One objective of this 
research is to identify whether financial ratios are indeed of 
paramount importance In making lending decisions and whether factors 
other than financial ratios have significant bearing on making 
lending decisions. The third approach is a very embodying approach 
which could apply to almost any type of decision making. This 
approach, however, requires the evaluation of financial payoffs and 
probabilities of repayment depending on the sequence and level of 
credit investigation undertaken. The difficulty of obtaining 
meaningful (usually subjective) probabilities and payoffs have 
1 
rendered this approach difficult to apply. Moreover, the approach 
could be difficult to implement as application requires bank 
executives' understanding of decision theory and may not be justified 
as the analysis could become prohibitively expensive when applied to 
the often one-off case of corporate lending. 
It remains to be seen whether the above theoretical methods have 
any resemblance to the approaches which are put into practice and 
whether the information required in the theoretical approach coincide 
with those used in practice. 
Interviews 
Structured but open-ended in-depth interviews were conducted 
with experienced bank officers to discuss the process and criteria in 
their lending decision so as to identify a list of criteria and 
Information items in assessing the creditworthiness of corporations 
in Hong Kong. The person-to-person interview were conducted based on 
a plan of interrogation which contained the following questions:-
i 
(i) What is your job? Responsibilities? Experience? 
(ii) Who are your customers? Type of Company? Industry? 
Banking facilities granted? 
(iii) Lending decision process? Decision criteria used? 
(iv) What do you think are the necessary information items 
required for evaluation of the creditworthiness of the 
corporations to which banking facilities will be/continued 
to be granted by your bank? 
(v) Do you think that different banks have different 
evaluation criteria? Reasons? 
(vi) Are there any significant difference in the relative 
Importance of the information items? Reasons? 
Four bank officers were interviewed. They preferred to maintain 
their banks' name and their personal names anonymous. However, they 
were selected from the following four major bank groups in Hong 
Kong:- Large local bank 
Foreign bank 
PRC bank 
Small local bank 
The discussions are summarised as follows:-
Large Local Bank 
Personal profile - a branch manager in Kwtin Tong area 
Account portfolio - many medium to large textile and garments 
manufacturing and trading companies, electronic 
J、 
components manufacturers, consumer electronics 
and household items manufacturers. 
Banking facilities - overdrafts, short-term loans, import/granted 
granted export facilities, term loans for factory 
premises, machinery loans, corporate credit 
cards. 
The bank adopts a standard credit evaluation procedure in 
assessing the creditworthiness of existing and new customers. Credit 
proposals include mainly the following analysis:-
History of business-number of years in establishment, steady growth 
or erratic progress, account conduct with 
bankers, etc. 
Ownership and management-owners have full/partial control over the 
day-to-day operation or in complete hands 
of salaried management team, group structure 
and inter-company holding, net worth of 
owners and willingness to offer personal 
guarantee as commitment towards the company 
performance, age of management and their 
experience. 
Financial resources-banking facilities available, financial structure 
such as gearing, liquidity, ratio, etc., 
repayment capacity, vulnerability to outside 
pressure, profitability, working capital 
management in form of stock control, debtor 
control, creditor control. 
Information system-availability of up-to-date management reports, 
budgets and forecasts on sales/profits/cashflows 
and outstanding orders. 
i u 
Market demand-macro economic condition, market share, seasonality of 
sales, quality control, distribution policy, major 
buyers, competitors, packaging, quotas. 
For trading companies, the bank obtains information on suppliers 
and buyers as well as the trade risk. 
For manufacturing companies, the bank also considers the 
followings:-
Labour resources-type of workers (skilled, semi-skilled) 
availability, wage level, productivity, supervision 
of workers. 
Production facilities - location, age of premises, self-owned or 
leased, general condition and expansion 
possibility, machinery and equipment. 
Supply of raw materials-sources and reliability, terms of purchase, 
currency exposure. 
The last but not the least item that the bank would consider is 
the security for the banking facilities. These include property, 
deposits, shares, bonds as well as intangibles such as personal 
guarantee, quotas assigned, equitable mortgage without registration. 
The bank looks to the practicality and legality in the realisation of 
such security against market or forced sales asset value and 
enforcable documentations. 
Foreign Bank 
Personal profile - VP, Corporate Banking of a large U.S. 
international bank 
Account portfolio - large manufacturing and trading companies in 
various industries such as textiles, garments, 
materials. 
I、 
-U.S. multinational branch offices involving in 
manufacturing, trade and marketing. 
Banking facilities - overdrafts, short-term loans, import/export 
granted facilities, leasing loans, syndicated loans, 
revolving credit facilities such as commercial 
paper. 
The target customers are big local and international 
corporations. Most of the international clients have strong U.S. 
connections. The bank emphasizes on risk and return and places an 
important weighting on the profitability of the customer to the bank 
when making lending decision. Credit proposals include mainly risk 
analysis as follows:-
Financial risk - analysis of sales and profitability, liquidity, 
capital structure, cash flow analysis, debt 
repayment ability. 
Operation risk - owners and management capability in resources 
allocation and control, company analysis in terms of 
products and market, raw material supplies, 
distribution process, buyers standing, industry 
structure, competitors, social, economic and 
political environment in which the company operates. 
Analysis of risk is followed by identification of mitigant as well as 
income expected to be generated for the coming 12 months from the 
banking facilities and other corporate finance transactions. Maj or 
mitigant are diversification of risk, hedging strategy, favourable 
market condition and security. Since the U.S. bank targets for big 
corporations, banking facilities amount are usually very large. 
These big corporations may be the target of many banks and are not 
willing to offer any tangible security in view of the size of their 
J I, 
company and the favourable terms offered by many other competitors. 
PRC Bank 
Personal profile - Loan Officer 
Account portfolio - Medium-sized local and PRC-related trading 
companies, small local manufacturing companies 
such as toys, garments, consumer electronics. 
Banking facilities - overdrafts, short-term loans,granted 
import/export facilities, term loans for factory 
and machinery, project financed in PRC. 
The bank was very aggressive before 4th June 1989 in pursuing 
business with the local companies as well as PRC-related companies. 
They market their niche in the trade finance with PRC "with their 
branch network in the mainland where other foreign and local banks 
are at a less competitive position. Before 4th June, the bank 
basically approve banking facilities based on connection of the PRC 
entity with the bank senior management as well as partial security in 
the form of property or deposit. The bank requires information on 
ownership and management, not so much on their experience or control 
but more on their personal connection with PRC party. The bank also 
analyse financial strength and other general background information 
for completion of credit proposal. Despite weak performance or short 
history, if the facilities are partially secured (even 20%) and the 
owner maintains connection with PRC officials, facilities would still 
be considered by senior credit manager. 
After 4th June 1989’ the PRC banks had experienced a run on 
their deposits. With the strain on deposits, all PRC banks has 
tightened their lending level. In some cases, loans and facilities 
J / 
were called back. It is noted, therefore, emphasis on credi t: 
information may change. 
Small Local Bank 
Personal profile - a branch manager in the Western District area 
Account portfolio - local trading companies involve in the trading 
of dried seafood items from PRC or SE Asia to HK 
and US or Europe,small manufacturing companies. 
Banking facilities - overdrafts, short-term loans, import/ export 
granted facilities. 
Previously the major shareholder of the bank was a prominent 
family in Hong Kong. In the 80s, a foreign conglomerate has acquired 
a substantial equity percentage from the family and in some way has 
linked up a rather good correspondent banking relationship oversea. 
In the local market, the bank policy remains more or less unchanged 
with the family member still holding most of the top and senior 
management positions. A lot of the existing customers have 
maintained long-term relationship with the bank, building up very 
good personal relationship with the management. 
In the evaluation of existing and new customers, referals made 
by existing "good customers" or close relationship with the family-
are the major factor of consideration. The general company and 
financial information analysis are standard procedure in credit 
assessment of the company but play a minor role when compared to the 
Chinese "word of month" which is still being widely used. The result 
is quite satisfactory and effective especially in small sized 
companies where the owners play an important role in the day-to-day 
business operation and in giving financial support for business 
development. 
J H 
Classification of Information Items 
Based on the theoretical considerations and observations from 
the interview discussed in the previous sections, the information 
items required for creditworthiness assessment of corporations can be 
classified as follows:-
Business Environment 
This covers the macro economic environment in which the company 
operates. This is sometimes the most critical factor in deciding 
whether the bank should expose itself in a particular industry, 
country or product. ‘ 
(i) Industry prospect and development potential； 
(ii) Importance of industry in relation to domestic, regional, 
international economy. 
(iii) Legal, regulatory, social and political environment 
relevant to the industry. 
Company Background 
This includes a multitude of factors which when taken together 
characterise the firm, its product and the associated market. 
(i) Owners/major shareholders and directors. 
(ii) Nature of business. 
(iii) Management team - background, experience, capability, 
control system. 
(iv) Business strategy and corporate objective. 
1 ‘) 
(V) Product - range, quality, sales price, competitiveness. 
(vi) Suppliers and buyers. 
(vii) Raw material sources and terms of purchase. 
(viii) Labour and staff. 
(ix) Market - market share, size, profitability. 
(X) Reports from other bankers/credit bureau. 
Company Financial Position 
It includes the financial analysis which gives the bank a micro 
view on the financial strength of the company. 
(i) Sales and profitability - profit margin, return on 
equity, return on assets, return on investment 
(ii) Working capital and liquidity - current ratio, quick 
ratio 
(iii) Capital structure - leverage, debt/equity ratio 
(iv) Efficiency ratio - sales turnover/net tangible assets 
(V) Assets quality 
(vi) Sales projection and financial budgets 
(vii) Cash flow projection and debt repayment ability. 
Security/Collateral 
This includes the type and amount of security and collateral 
offered to the bank. 
(i) Realistic market/forced sale asset value 
(ii) Tangible/intangible security 
(iii) Enforceable documentation and practicality of 
realisation. 
‘ _ _ • - 一 〜 —• — • •丨• I , . 、 〜 . 
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Research Framework 
Both the literature review and the interviews confirm that 
lending decisions are based on information available to bank 
executives. This information may come from different sources, with 
different degree of reliability and precision, and may have different 
degree of importance to bank executives who are involved in making 
lending decisions. 
Indeed, the information can be variously classified as: 
(i) Internal vs External - Donaldson ^ advocated that in 
analysing credit proposals, the bank executive should look both at 
the borrower itself and at the conditions in which it operates. These 
may be general - the political and economic climate for instance - or 
they may be specific and internal to the firm itself, or to 
theindustry. Some bank executives believe that they can independently 
assess the external factors but must rely on supplied information on 
firm specific factors from the firm. 
(ii) Accounting vs Non-accounting - For information specific to 
the firm some of this information are of an accounting nature. For 
instance, financial ratios which are thought to have discriminant 
power in the failure prediction model. Other information such as firm 
ownership and management capability which are of a qualitative nature 
would undoubtedly influence the bank executives' decision in granting 
credit. It is an objective of this research to find out how much 
relative importance that bank executives place on these information 
items. 
(iii) Historical vs Forward Looking - Bank executives may 
emphasize historical as opposed to forward looking data depending on 
Q "Thinking About Credit", The Macmillian Press Ltd, 1988. 
2 J 
whether they believe past performance is a good indicator of future 
performance. Whilst historical information gives some indication of 
the borrower's capabilities some bank executives are skeptical of 
past records either because they are not of the desired type or 
quality or that they are concerned that the factors that contribute 
to good historical performance can no longer be sustained into the 
future. Other bank executives, on the other hand, are skeptical of 
information based on future projection and budgets； they consider 
that past records are more solid and future projections are subject 
to considerable uncertainty especially if they involve some factors 
which are not within the control of the borrowers. It is interesting 
to see whether MBA students, who are familiar with valuing the worth 
of a firm by looking at the future stream of potential cash flows, 
would place more emphasis on forward-looking information. 
(iv) Firm Risk vs Bank Risk - Some bank executives place 
considerable emphasis on assessing the likelihood that the borrower 
would default, the risk which the borrower is subject to. Others 
view granting credit from the perspective of reducing its own risks. 
These bank executives seek to balance their portfolios so that the 
overall bank risk is minimized. The emphasis on collateral is a case 
in mind; an increase in collateral is viewed as a corresponding 
decrease in bank risks. 
As can be seen, the totality of information which bank 
executives consider in making lending decisions to corporate 
borrowers can be stratified in many different ways. In this research 
it is proposed that information items which would affect lending 
decisions be classified such that: 
(i) they fall into related groups 



























































































































































































































(iii) the grouped factors are readily recognized by bank 
officers 
With this classification in mind, a research framework for this 
study is synthesized as shown on Figure 1. The factors affecting 
corporate lending decisions are broadly classified into three 
categories: 
(i) Information that are attributes of the firm. This 
category can be subdivided into accounting information and 
non-accounting information, they are internal 
characteristics of the firm. 
(ii) Information that are external to the firm. This category 
of factors seek to characterize the environment in which 
the firm operates. 
(iii) Other information, such as type and amount of collateral, 
which affect the risk of the bank itself as opposed to the 
risk attributed to the borrower. Given the same firm and 
the same environment it is noted that lending decisions 
may well depend on the level of factors which reduce the 
bank's own risk. 
It is noted that the first group of factors measures the 
creditworthiness of the borrower which when taken together with the 
second group of factors measure the risk of the firm operating in its 
environment. Given the risk of the firm, the third class of factors 
like level of collateral, would affect how the bank perceive its own 
risk if the credit is granted. Thus "creditworthiness", "firm risk" 
and "bank risk" are shown as intervening variables leading to lending 
decisions. 
Given the same information on creditworthiness, environment and 
bank risk factors, different bank may come up with different lending 
decisions, this is particularly true for the marginal cases. Taylor 
9 
attributes this to the existence of credit bias. Banks‘ lending 
policies are influenced by credit preferences which can be 
expansionary or conservative, volume-based or quality based. Bank 
executives have different training, individually some of them are 
fundamentally more risk-friendly or adverse than others, credit 
decisions could even be influenced by the closeness of their 
relationship with the borrowers. Thus credit policy, whether written 
or unwritten, is seen as a modulating variable in the framework 
leading to the making of lending decisions. 
To improve understanding of credit decisions it is important to 
find out how much importance bank executives attach to each group of 
factors and also to the individual factors. 
Hypotheses 
Apart from a general understanding of the relative importance of 
the information items together with a profile and background of the 
bankers and the banks in which they work, it is the objective of the 
present research that some hypotheses gathered from interviews and 
literature search be tested. 
In particular, the research seeks to confirm or otherwise that 
bank executives attach different degree of importance to accounting 
information as opposed to firm specific non-accounting type of 
9 "Credit Culture, Lender Bias", The Journal of Commercial 
Bank Lending, October 1987. 
information in making lending decsions, The hypothesis for testing 
is : 
Hi Bank executives place equal weights on accounting 
information and non-accounting information in making 
lending decisions. 
In the same vein, the research seeks to confirm whether bank 
executives attach different degree of importance to historical as 
opposed to forward looking accounting information. The hypothesis for 
testing is: 
H2 Bank executives believe that forward-looking accounting 
information is as important as historical financial data in 
the assessment of corporations‘ creditworthiness. 
From both casual observation and interviews, it appears that 
banks with corporate lending in Hong Kong can be classified as 
"local" banks and "international" banks according to their presence 
and their proportion of lending activities in the local arena. 
Furthermore, it is noted that bank executives working in these bank 
groups may have different lending preferences as a result of their 
different lending policies ie. bank executives working in these 
groups may attach different importance to certain information items. 
Observations suggest that for instance "local" banks place more 
emphasis on collateral than "international" banks. The hypothesis for 
testing is : 
H3 Bank executives of local banks attach the same degrco oi 
importiince to each and every information item as bank 
executives of international banks. 
As a point of interest, the present research attempts to find 
out whether individuals who are equipped with the general knowledge 
of business administration but who are not actually involved in 
making corporate lending decisions do have significantly different 
views from bank executives with hands-on experience. It is of value 
to find out whether such divergence in emphasis stems only from the 
lack of appreciation of how lending decisions are made in practice. 
It: is also suspected that these non-practitioners are more inclined 
to an academic approach of favouring fiancial and quantitative 
information. The hypothesis for testing is: 
H4 Bank executives attach the same degree of importance to 
each and every information item as non-practitioners who 
possess general knowledge in business administration. 
These are the four basic hypotheses that the research sets out 
to test. The research is designed such that empirical data collected 





The Sampling Process 
The population is the bank officers actively involved in credit 
marketing, credit analysis and credit approval of banking facilities 
to corporations in Hong Kong. The banking facilities include general 
commercial banking lines such as overdraft, short-term loan, import 
letter of credits, trust receipts, import loans, negotiation of 
export letter of credits, packing credit, pre-export loan, 
discount/purchase of export bills, term loan for factory, machinery 
loan, etc. Corporate finance activities are excluded since project 
finance, merger and acquisition finance, syndication loan usually 
involve different lending criteria which hinges on the viability of 
the project itself rather than the repayment capability on 
creditworthiness of the corporations. 
The sampling frame is established by identifying all the banks 
with commercial lending activities appearing on the yellow pages of 
the telephone directory in Hong Kong times the number of credit 
officers working in these banks. There are a total of 132 banks in 
the yellow pages and it is estimated that the average number of 
credit officers is 10， therefore, 132 x 10 = 1320 is the approximate 
number of bank officers in the sampling frame. 
The type of method used to select the unit of analysis (i.e. 
bank officers) is the non-probability sample design with judgement 
samples. Judgement sample was adopted because the researchers have 
good connection in the commercial banking field as we 11 as 
considerable knowledge as to which are the banks that involve heavily 
in commercial lending activities. Therefore, the banks that were 
identified for sending questionnaires were good representatives of 
the total population. In addition, telephone enquiries were made to 
the banks to ensure that the questionnaires would be received by the 
commercial banking officers. As a result, the number in the list was 
reduced to 107 as the remaining 25 are either representative offices 
with limited/little commercial banking activities or that no specific 
personnel was identified to be responsible for commercial lending. 
The list of banks to which questionnaires were sent is attached 
hereto as Appendix VI. 
Sampling Plan 
Telephone enquiries were made to the sample banks to identify 
names and departments of the banking officers. Usually, only the 
name of the commercial banking head was obtained and 3-5 
questionnaires would be sent for his/her distribution to their 
colleagues for completion and return. Out of the 107 banks, 30 are 
local banks and 77 are international banks. Because some of the 
large local banks and foreign international banks are very active in 
the commercial banking field, they maintain a larger department with 
over 30 (or even over 100) banking officers involved in credit 
marketing/analysis/approval. Hence, more questionnaires are sent to 
these banks. A total of 285 questionnaires were sent out. 
./'J 
Data Collection Method 
Method and Procedures 
A written questionnaire was delivered by mail. This method was 
chosen in view of its major advantages of respondent anonymity, 
confidentiality which are all very important when one would discuss 
sensitive data such as banks, lending process and policy. To 
increase the response rate, the loan officers and/or credit 
department heads were contacted prior to the mailing of 
questionnaires by phone with brief introduction and explanation of 
the research. Each bank officer received (i) a covering letter 
explaining the purpose of the study and requesting the participants‘ 
co-operation, (i) a questionnaire and (iii) a stamped self-addressed 
return envelope. 
Questionnaire Design 
The questionnaire was designed to identify relative importance 
of decision criteria in making lending decision as well as to test 
the various hypothesis established in Chapter III. the questionnaire 
was in English. Brief instruction and identification of respondent 
were clarified at the beginning. A first draft of questionnaire was 
tested by the researcher on her colleagues to identify any mistake, 
misunderstanding or misinterpretation of the questions. 
UJ 
The questionnaire, which is attached in Appendix I, was divided 
into 4 sections. Section I identified the relative weight of each 
decision criterion assigned by the respondent. Next to each of the 
decision criterion the respondent was requested to fill in the 
relative weights which totalled to 100% 
Section II identified the relative importance of the information 
items given by the respondent in assessing the creditworthiness of 
the corporations. Next to each of the information items a five-point 
scale that the respondent were asked to use in evaluating the 
importance of each item. The scale was constructed as follows:-
1 = Not important 
2 = Slightly important 
3 = Moderately important 
4 = Very important 
5 = Extremely important 
Section III and IV requested the respondents to furnish their 
background information on the banks in which they are working and 
their . own personal data. Whether the respondent is a local or 
international bank executive is identified from the response. Bank 
executives working for a bank having global presence with active 
lending activities in various countries are classified as 
"international" bank executives, whereas, those working for a bank 
having a major presence in Hong Kong with active lending in the local 
arena are classified as "local" bank executives. 
A second questionnaire, which is in Appendix II， was designed 
without Section III and IV and were distributed to the 3-year MBA 
students of the CUHK for completion and return. Results were then 
compared with those of the bankers to establish whether there is any 
deviation between academic non-banker and bank executives in Lhe-
decision criteria weights and relative importance on information 
items in assessing creditworthiness of corporations. 
The data thus collected was used to test the various hypotheses 




Responses from bank executives 
A total of 285 questionnaires covering 107 banks were sent out. 
90 completed questionnaires were received, most of these 
questionnaires do not anomalies. A small percentage of the 
questionnaires, however, have entered relative weights in the 
�others， please specify' item in Section I of the questionnaire. Most 
of these specified items could be regrouped under the other four 
categories of ‘ company background' , ‘ environment' ’ financial position' 
and ‘collateral‘. In these instances, the relative weights in the 
remaining categories were adjusted such that they gave a total of 
100%. A very small percentage of the questionnaires with this item 
filled in but could not be reclassifed into the other four 
categories, the entered relative weights were taken account in the 
analysis and reported under the * others' categories. 
86 out of 90 questionnaires were found to be acceptable for 
coding, processing and analysis. Thorough checking was carried out to 
eliminate minor apparent errors or misintepretations to ensure 
goodness of data. 
I } 
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Responses from MBA students 
A total of 35 questionnaires were personally administered to a 
class of MBA student of the Chinese University of Hong Kong, these 
students were checked as non-practitioners but possess working 
experience in a diversity of industries. 
All 35 questionnaires were found to have no anomalies and were 
accepted for coding, processing and analysis. 
Analysis and Results 
The PC program "SPSS/PC + V2.0" is used for the data analysis. 
The responses to the questionnaires are converted into codes and 
stored in the data file "BM.DAT", a copy of which is attached in the 
Appendix VII for reference. The coding format for the data file can 
be found in the first few sections of the SPSS/PC input files which 
are also attached to the Appendix. The data file contains responses 
from all bank executives and MBA students which are distinguished 
from each other by means of a source code introduced at the end of 
the data. 
Frequency distribution and descriptive variable analysis 
The analysis commenced with a Frequency Distribution analysis of 
the degree of importance attached to the various information items in 
Section II’ the results for bank executives are tabulated in Appendix 
III. The results are shown graphically on the attached Figure 2. 
This is followed by a Descriptive Variable Analysis which gives 
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and maximum of the relatives weights and degree of iinporLance in 
Sections I and II of the questionnaire. The results for responses 
from bank executives and MBA students are given in Appendix IV and V 
respectively. The results are shown graphically on Figure 3. The 
bars in the figure show one standard deviation above and below the 
mean value of the degree of importance attached by bank executives 
and MBA students. 
The information in Section I of the questionnaire for both the 
bank executives and MBA students are ranked in decreasing percentage 
of their relative importance placed on the criterion in making 
lending decisions and are given in Table 1. The same information is 
depicted as pie charts on Figure 4. 
TABLE 1 
A COMPARISON OF THE MEAN OF RELATIVE WEIGHT FOR LENDING 
DECISION CRITERION BY BANKERS & MBA STUDENTS 
Bank Executives MBA Students 
30.40% Financial position 29.26% Financial position 
27•78% Security/collateral 25.63% Security/collateral 
23.90% Company background 24.605^  Company background 
17.55% Business environment 19.94% Business environment 
0.99% Others 0% Others 
The gatehered data in Section I of the questionnaire for the 
bank executives is partitioned into two groups - the “international" 
bank executives and the "local" bank executives. A DescripLi vo 
Variable Analysis is carried out on the responses for each group of 
bankers and the mean of the relative importance placed on the 
criterion in making lending decisions are ranked in the order of 
decreasing percentage, The results, which are given in Table 2, 
indicate that the ranking for both groups are not identical. 
TABLE 2 
A COMPARISON OF THE MEAN OF RELATIVE WEIGHT FOR LENDING DECISION 
CRITERION BY "INTERNATIONAL" AND "LOCAL" BANKERS 
"International" Bankers “Local" Bankers 
32.50% Financial position 33.36% Security/collateral 
23.90% Company background 27.55% Financial position 
23.27% Security/collateral 22.12% Company background 
18.94% Business environment 15.12% Business environment 
The information in Section II of the questionnaire for both the 
bank executives and MBA students are ranked in decreasing order of 
their relative importance and are given in Table 3. 
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TABLE 3 
A COMPARISION OF THE MEAN OF THE DEGREE OF IMPORTANCE OF VARIOUS 
FACTORS BY BANKERS & MBA STUDENTS 
Bank Executives MBA Students 
Mean Factors Mean Factors 
4.17 Repayment performance 4.20 Profitability performance 
4.03 Profitability performance 4.11 Repayment performance 
4.01 Ownership/management 4.11 Liquidity ratio 
3.99 Capital structure 3.91 Capital structure 
3.85 Security/collateral 3.91 Security/collateral 
3.84 Historical financial info. 3.86 Ownership/management 
3.81 Liquidity ratio 3.86 Historical financial info. 
3.67 Industry prospect 3.80 Other reports 
3.59 Efficency ratios 3.69 Projections/budgets 
3.51 State of market 3.63 Business nature 
3.48 Business nature 3.54 Industry prospect 
3.30 Projections/budgets 3.49 Efficency ratio 
3.26 Objective/strategy 3.29 Objective/strategy 
2.87 Other reports 3.26 State of market 
Whilst the ranking above gives a good indication as to the 
order of degree of importance attached to the various information 
items, it is also of value to rank the above information items by the 
decision criterion that they are under, this is given in Table 4 for 
• V i 
rosponses from the bank executives:-
TABLE 4 
RANKING OF THE MEAN OF THE DEGREE OF IMPORTANCE OF VARIOUS FACTORS 
BY BANKERS 
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2.87 Other reports 
Hypothesis testing 
Hypothesis HI 
For Hypothesis HI， a T-Test is carried out between the results 
for the degree of importance attached by bank executives to 
A J 
accounting information as opposed to non-accounting information. Tlie 
results as shown in Table 5 revealed that Hypothesis I cannot be 
supported as bank executives place more emphasis on accounting 
information than on non-accounting information, significant to 0.1%. 
Hypothesis H2 
For Hypothesis H2， a T-Test is carried out between the results 
for the degree of importance attached by bank executives to 
historical financial data as opposed to future projections and 
budgets drawn up by the borrower. The results as shown in Table 5 
revealed that Hypothesis II cannot be supported as bank executives 
place more emphasis on historical financial data than on future 
projections and budgets, significant to 0%. 
TABLE 5 
RESULTS OF T-TEST FOR HYPOTHESES HI & H2 
Hypothesis Difference in mean 2-Tail probability t value 
HI 6.5% 0.001 3.59 
H2 0.53% 0.000 5.84 
Hypothesis H3 
For Hypothesis H3， T-Tests are carried out between the "local" 
bank executive and “international" bank executive groups for the 
relative weights in Section I and the degree of importance in Section 
II of the questionnaire. 
Again, the hypothesis cannot be supported as the T-Test Groups 
results indicate that "local" bank executives do assign different 
relative weights to the factor groups or attach different degree of 
importance to some of the information items. Those items which show 
divergence of emphasis by the two groups are sununarised as follows: 
Business environment 
The mean value of responses (15.12%) from the "local" bank 
executives is significantly lower than the mean of responses (18.9%) 
from "international" bank executives. 
Financial position 
The mean value of responses (27.55%) from the "local" bank 
executives is significantly lower than the mean of responses (32.5%) 
from “international" bank executives. 
Security/collateral 
The mean value of responses (33.36%) from the "local" bank 
executives is significantly higher than the mean of responses 
(23 . 27%) from “international” bank executives. 
Capital structure 
The mean value of responses (3.73) from the "local" bank 
I 、 \ 
executives is significantly lower than the mean of res pon.se s (A . I'j) 
from “international" bank executives. 
Historical Financial Data 
The mean value of responses (3.58) from the "local" bank 
executives is significantly lower than the mean of responses (4.04) 
from “international“ bank executives. 
The F value, t value and 2-tail probability from the'T-test 
Groups for the above items are summarized in Table 6. 
TABLE 6 
RESULTS OF T-TEST BETWEEN LOCAL & INTERNATIONAL BANK EXECUTIVES 
F value Pooled variance estimate Separate variance estimate 
t value 2-tail prob. t value 2-tail prob . 
Business environment 
1.13 2.21 0.030 2.18 0.033 
Financial position 
1.60 1.94 0.056 2.04 0.045 
Type & amount of collateral/security 
1.01 3.26 0.002 3.25 0.002 
Capital structure 
1.42 2.78 0.007 2.68 0.010 
Historical financial data 
1.04 2.73 0.008 2.75 0.008 
Hypothesis H4 
For Hypothesis H4, T-Tests are carried out between the bank 
executive and MBA students groups for the relative weights in Section 
I and the degree of importance in Section II of the questionnaire. 
Once again, the hypothesis cannot be supported as the T-Test 
Groups results indicate that bank executives do assign different 
relative weights to the factor groups or attach different degree of 
importance to some of the information items than MBA students. Those 
items which show divergence of emphasis by the two groups are 
summarised as follows: 
Business environment 
The mean value of responses (17.55%) from the bank executives is 
significantly lower than the mean of responses (19.94%) from bank 
executives. 
State of market 
The mean value of responses (3.51) from the bank executives is 
significantly higher the mean of responses (3.25) from MBA students. 
Credit bureau/other bank reports 
The mean value of responses (2.82) from the bank executives is 
significantly lower the mean of responses (3.80) from the MBA 
students. 
Liquidity ratios 
The mean value of responses (3.81) from the bank executives is 
丨、'> 
significantly lower the mean of responses (4.11) from MBA st:udent5j. 
Projections/budgets 
The mean value of responses (3.30) from the bank executives is 
significantly lower the mean of responses (3.68) from MBA students. 
The F value, the t value and the 2-tail probability from the 
T-test groups between the bank executives and the MBA students are 
summarized in Table 7. 
TABLE 7 
RESULTS OF T-TEST BETWEEN BANK EXECUTIVES & MBA STUDENTS 
F value Pooled variance estimate Separate variance estimate 
t value 2-tail prob . t value 2-tail prob . 
Business environment 
1.30 1.63 0.106 1.54 0.129 
State of market 
1.03 1.51 0.134 1.20 0.134 
Credit bureau/other bank reports 
1.35 4.88 0.000 4.79 0.000 
Liquidity ratio 
1.26 2.14 0.035 2.04 0.046 
Proj ections/budgets 
1.23 2.34 0.021 2.44 0.017 
Crosstab analysis 
Lastly, a crosstab analysis is carried out on the responses from 
bank executives with a view to identify whether the attitudes towards 
lending decisons are in any way related to the type of bank or 
working experience of the bank executives. 
Some of the more interesting results are given in Table 8. 
TABLE 8 
RESULTS OF CROSSTAB ANALYSIS 
Number of Banks International bank Local bank 
Written credit policy 43 24 
No written credit policy 9 9 
Perceived as conservative 42 26 
Perceived as aggressive 10 7 
Number of Banks Conservative Aggressive 
Written credit policy 55 12 
No written policy 13 5 
CHAPTER V 
DISCUSSION AND CONCLUSION 
The interviews with experienced bank executives， which form the 
first part of the research, seek to identify the relevant information 
items used in making corporate lending decisions. The second part of 
the research, through data gathering, seeks to quantify the relative 
weights of several readily recognizable group of factors affecting 
lending decisions and measure the degree of importance attached to 
the information items identified in the first part. Furthermore, the 
research attempts to distinguish whether there are discernable 
differences between “local" bank executives and “international" bank 
executives and also between bankers and MBA students. 
One of the main findings of the research is that bank executives 
based their lending decisions on almost the same set of information 
items (ie. they have similar information requirements)； although they 
may attach different degree of importance to each of the individual 
items. Bank executives do not look in isolation the attributes which 
describe the creditworthiness of the firm, they also took account of 
external factors which would affect the financial well being of the 
firm as well as the risk it would be subject to if the credit is 
granted. 
Of the group of factors in Section I, bank excutives place as 
much as 30.4% weight on financial position of the firm, 27.78% on 
security/collateral, 23.90% on the background of the firm and 17.55% 
on environmental factors, in making lending decision. It is noted 
/ 'J 
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t hat financial position receives the heaviest weighting and that t.hie 
ranking of these weights do not change with the MBA students. 
Under the decision criterion of business environment, bank 
executives consider that industry prospect is more important than the 
state of market. For the decision criterion of company attribute, 
they rank ownership/management as the most important factor, followed 
by business nature, business objective/strategy and lastly 
creditability information from credit bureaus and other banks. As 
for the decision criterion of financial position, bank executives 
rank profitability as the most important factor, followed by capital 
structure, liquidity ratio and lastly efficiency ratio. 
Whilst most of the responding bank executives are satisfied that 
financial position, company background, business environment and 
security/collateral are the four major criteria affecting lending 
decisions, a very small percentage of the respondents have suggested 
that other factors are also relevant by filling in the "others, 
please specify“ entry in the questionnaire. Some suggest that they 
would also consider the earning potential from the transaction; the 
purpose of the loan; the source of the repayment and the relationship 
of the borrower with the bank in making lending decisions. However, 
most of the respondents place very light weights on these factors 
indicating that they consider these factors as secondary in the 
nature. Furthermore, it is noted that these factors do not affect 
the creditworthiness of the firm. 
The analysis of the gathered data confirms that bank executives 
place more weights on accounting information than on non-accounting 
type of information. This is understandable as accounting information 
is the "language of business" which record financial activity, it is 
the main source of financial information released to persons outside 
； 
the firm and is filed with governinental agencies as public record. 
Non-accounting information, however, is more open to subjective 
interpretation and has less defined rules for evaluation. 
The analysis also confirms that bank executives in Hong Kong 
believe that historical financial data is more important than 
forward-looking accounting information. However, it is not possible 
to infer from the research why bank executives attach less importance 
to predictive financial data. It could well be that forward looking 
data could be subject to some degree of manipulation and therefore 
unreliable or that the uncertainty attached to future factors has 
reduced confidence in using those data. It is noted that forward 
looking data is nevertheless an important factor only that its degree 
of importance is lower than that of historical financial data in 
evaluating credit decisions. 
The results of analysis indicate that "local" bank executives 
have different emphasis than "international" bank executives. They 
attach less importance to business environment, financial position of 
firm, capital structure and historical financial data but more 
importance to type and amount of security/collateral than their 
international counterparts. Indeed, the biggest difference is one of 
placing the heaviest weight on security/collateral by the "local' 
bank executives when making lending decision as opposed to ranking it 
in the third place by the "international" bank executives. Other than 
this aspect, both groups rank financial position higher than company 
background which is in turn higher than business environment in 
making lending decisions. 
The results also indicate that bank executives attach more 
importance on the state of the market than the MBA students in the 
survey. It is possible that an appreciation of this information item 
'山 
can only be gained through experience and practice in making 1 end i ny^  
decisions. The sampled MBA students as non-practitioners are less 
aware of the importance of this factor which could alter the risk of 
the borrowering firm considerably as the state of market fluctuate； 
even without any basic changes in the attributes of the firm. 
The MBA students, as non-practitioners, again may not be fully 
aware of the content and reliability of the information that are 
contained in the credit bureau and other bank reports. As banks 
usually place great emphasis in keeping customers' information 
private and confidential, the implication or contents of these 
reports are too limited and superficial for any inferences to be 
made. 
Projections/budgets have been given greater emphasis by MBA 
students than bank executives. The concept of the value of the firm 
as the net present value of future stream of income leads the MBA 
students to have a bias towards future projections. While bank 
executives remain sceptical about management‘s subjective view point 
and assumption of the projection. 
MBA students place greater emphasis on liquidity ratios than 
capital structure while bank executives have the opposite viewpoint. 
This may be due to the fact that MBA students assess the 
creditworthines of the firm by the performance of the financial 
controller in maintaining a good liquidity position. However, the 
bank executives may view that short-term liquidity strain is 
acceptable if the company is operating profitably (which also has a 
high importance level) with healthy capital structure. 
No doubt, importance attached to an information item may depend 
not only on whether the information is a good indication of repayment 
performance but also on the quality, content, accuracy and 
vc \ i ab i 1 i t y of t he i nforma t: ion that are iiiacle available to rh(‘ 
executives in Hong Kong. 
The crosstab analysis results indicate that a large percentage 
(78%) of the respondents expressed that their bank has a written 
credit policy； approximately the same percentage (79%) of the bank 
executives consider that their banks are conservative in their 
lending policy. However, the results do not suggest that there is a 
direct relationship between aggressiveness and the absence of written 
credit policy. 
As a matter of interest, 78% of the surveyed bankers have less 
than 10 years working experience, 15% has 11 to 20 years of 
experience and only 7% has over 20 years. The bank executives 
surveyed were considered relatively young. However as the number of 
respondents with more than 10 years working experience is not 
sufficently large to allow drawing of any statistically meaningful 
results, an analysis to determine whether there are any different 
credit preferences between the less experienced and the more 
experienced bank executives has not been carried out. 
The research provides a useful guideline to prospective 
corporate clients as to the type of information that bank seeks and 
the relative importance that bank executives attach to the individual 
information item in evaluating credit proposals. 
The research has identified the following important factors for 
assessing the creditworthiness of corporate clients by various 
commercial banks in Hong Kong : 
-business environment 
-company background 
-company's financial position 
-security and collateral 
In aeld i t" i on , the relative importance o f L11 c s c? f ac to r .'� i n 
re la t ion to making lending decision is also analysed. 
From the previous chapters, there are a number of important 
issues that are worthy of consideration by corporations when they 
approach their bankers for banking facilities such as : 
-as banks place heavy weights in company's financial position 
in making lending decision, corporations should be ready to discuss 
their financial performance and position with their bankers 
especially in cases where there are deviations of specific ratios 
from the industry averages. If possible, management accounts should 
be kept up-to-date not only for internal management control but also 
for banks to assess most updated financial position of the company. 
The same applies to sales projection and budgeting which should not 
be restricted for internal planning and control. Discussion with 
banks will enable bank executives to better understand the company 
business and its operation which also is heavily weighted in making 
lending decision. 
-banks place very high importance in the repayment performance 
of the corporations as this is a good indicator of how the 
corporations will behave in future. Hence, management should not 
slack in monitoring their outstandings within the agreed limit of the 
banking facilities. Moreover, management integrity and capability, 
which is again an important facor, can be inferred from the daily 
activity and conduct of the corporate accounts with the banks. 
-corporations should be careful in choosing their bankers since 
different banks have different emphasis on the above four important 
factors. For example, local banks exphas ize on security and 
collateral which usually tie up the assets of the company or the 
shareholders/directors when granting banking facility to 
I 'I 
) ) 
corporations. In cases when the corporation is under a rapi d 
expansion growth stage, this may not be an efficient financing 
structure. The inflexibility of the local banks is most probably 
limited by their size and capability in dealing with big ticket items 
such as project finance, mergers and acquisitions finance. 
Therefore, corporations with good potential in their products and 
markets should establish relationship with banks that would also look 
into the company's financial position and business potential which 
determine the future repayment ability. 
A 1 T _ 1 X 1 
QUESTIONNAIRE 
This questionnaire is targeted at bank officers like you who are involved 
in credit marketing, credit analysis or credit approval of general banking 
facilities which include overdraft, loan, import and export finance, 
leasing to corporations in Hong Kong. 
I LENDING DECISION CRITERIA 
Please indicate the relative weights of the following criteria in making 
lending decision: 
Business environment 
e.g. industry condition, market competition % 
Company background 
e.g. business nature, management capability % 
Company financial positon 
as indicated by various financial summaries/ratios % 
Type and amount of security / collateral 
e.g. cash, property, debenture, guarantee % 
Others “ 
please specify % 
TOTAL 100% 
II INFORMATION FOR CREDIT EVALUATION 
Please indicate the degree of importance of the following information items in 
assessing the creditworthiness of the corporations when you propose and/or approve 
credit proposals for corporations. 
Degree of Importance 
1 2 3 4 5 
Very Low Average High Very 
Low High 
Q1 Industry prospect 1 2 3 4 5 
Q2. State of suppliers and buyers markets 1 2 3 4 5 
Q3. Nature of business 1 2 3 4 5 
Q4. Major shareholder and management experience 1 2 3 4 5 
Q5. Corporate objectives and business strategies 1 2 3 4 5 
Q6. Credit bureau and/or other bankers' report 1 2 3 4 5 
Q7. Past repayment performance 1 2 3 4 5 
Q8. Profitability performance 1 2 3 A 5 
e.g. gross profit margin, net profit margin, 
re turn on equity, return on assets, 
re turn on investment 
J ) 
Q9. Liquidity ratios 1 2 3 4 ^ 
e.g. current ratio, quick ratio, working capital 
QIO. Capital structure 1 2 3 ^ 5 
e.g. leverage ratio, debt/equity ratio, 
Qll. Efficiency ratios 1 2 3 4 5 
e.g. sales turnover/net tangible assets 
turnover/inventories 
Q12. Historical financial data for past 3-5 years 1 2 3 4 5 
Q13. Sales projections and financial budgets 1 2 3 4 5 
Q14. Types and amount of security/collateral 1 2 3 4 5 
e . g . cash, property, debenture, guarantee 
Q15. Others, please specify: 1 2 3 4 5 
III BANK INFORMATION 
Q16. Is there a written credit policy in your bank ？ 
1 Yes 
2 No 
Q17. Do you consider your bank's lending policy as being 
1 conservative in granting banking facilities to corporate 
clients 2 aggressive in granting banking facilities to corporate 
clients 
Q18. Does your bank have ： 
1 global presence outside Hong Kong with active lending 
activities in various countries 
2 a major presence in Hong Kong with active lending activities 
in the local arena 
IV PERSONAL DATA 
Q19. Total number of years of working experience 
1 under 10 
2 11 - 20 
3 over 20 
Q20. Of which number of years in banking/finance industry 
1 under 10 
2 1 1 - 2 0 
3 over 20 
Thank you for completing this questionnaire. Please return the • 




Dear MBA Classmate, 
Please complete the following questionnaire assuming that you 
were a bank officer involved in granting general banking facilities to 
corporations in Hong Kong. 
Coco Chung & Michael Lai 
I LENDING DECISION CRITERIA 
Please indicate the relative weights of the following criteria in making 
lending decision: 
Business environment 
e.g. industry condition, market competition % 
Company background 
e.g. business nature, management capability % 
Company financial positon 
as indicated by various financial summaries/ratios 1 
Type and amount of security / collateral 
e.g. cash, property, debenture, guarantee % 
Others 
please specify % 
TOTAL 100% 
/ 
II INFORMATION FOR CREDIT EVALUATION 
Please indicate the degree of importance of the following information items in 
assessing the creditworthiness of the corporations when you propose and/or approve 
credit proposals for corporations. 
Degree of Importance 
1 2 3 A 5 
Very Low Average High Very 
Low High 
Q1 Industry prospect 1 2 3 4 5 
Q2• State of suppliers and buyers markets 1 2 3 4 5 
Q3. Nature of business 1 2 3 4 5 
Q4. Maj or shareholder and management experience 1 2 3 4 5 
Q5. Corporate objectives and business strategies 1 2 3 4 5 
Q6• Credit bureau and/or other bankers' report 1 2 3 4 5 
Q7. Past repayment performance 1 2 3 4 5 
Q8. Profitability performance 1 2 3 4 5 
e.g. gross profit margin, net profit margin, 
return on equity, return on assets, 
return on investment 
Q9. Liquidity ratios 1 2 3 4 5 
e.g. current ratio, quick ratio, working capital 
QIO. Capital structure 1 2 3 4 5 
e.g. leverage ratio, debt/equity ratio, 
Qll. Efficiency ratios 1 2 3 4 5 
e.g. sales turnover/net tangible assets 
turnover/inventories 
Q12. Historical financial data for past 3-5 years 1 2 3 4 5 
Q13. Sales projections and financial budgets 1 2 3 4 5 
Q14. Types and amount of security/collateral 1 2 3 4 5 
e.g. cash, property, debenture, guarantee 
Q15. Others, please specify: 1 2 3 4 5 
Thank you for completing this questionnaire. Please return the completed 
questionnaire at your earliest convenience. 
APPENDIX III 
Frequency Distribution Analysis for Responses from Bank Executives 
Industry Prospect 
Degree of Importance Frequency Percent 
Very unimportant 0 0 
Unimportant 4 4.7 
Average 29 33.7 
Important 44 57.2 
Very Important 9 10.5 
Total 86 100 
State of Market « 
Degree of Importance Frequency Percent 
Very unimportant 0 0 
Unimportant 5 5.8 
Average 40 46.5 
Important 33 38.4 
Very Important 8 9.3 
Total 86 ^ 
Business Nature 
Degree of Importance Frequency Percent 
Very unimportant 0 0 
Unimportant 4 4.7 
Average 43 50.0 
Important 33 38.4 
Very Important 6 7.0 
Total 86 
Ownership/Management 
Degree of Importance Frequency Percent 
Very unimportant 0 0 
Unimportant 1 1.2 
Average 19 22.1 
Important 44 51.2 
Very Important 22 25.6 
Total 86 100 
Company S f rate^.y/Ob j ec ti ve 
Degree of Importance Frequency Percent 
Very unimportant 3 3. 5 
Unimportant 7 8.1 
Average 45 52.3 
Important 27 31.4 
Very Important 4 4.7 
Total 86 100 
Credit Bureau & Other Bank Report 
Degree of Importance Frequency Percent 
Very unimportant 5 5.8 
Important 22 25.6 
Average 42 48.8 
Important 13 15.1 
Very Important 4 4.7 
Total 86 100 
Repayment Performance 
Degree of Importance Frequency Percent 
Very unimportant 0 0 
Unimportant 1 1.2 
Average 13 15.1 
Important 42 48.8 
Very Important 30 34.9 
Total 86 
Profitability Performance 
Degree of Importance Frequency Percent 
Very unimportant 1 1.2 
Unimportant 0 0 
Average 22 25.6 
Important 35 40.7 
Very Important 28 32.6 
Total 86 
Liquidity Ratios 
Degree of Importance Frequency Percent 
Very unimportant 0 0 
Unimportant 0 0 
Average 29 33.7 
Important 44 51.2 
Very Important 13 15. 1 
Total 86 100 
Cap i tal S t rue tiire 
Degree of Importance Frequency Percent 
Very unimportant 0 0 
Unimportant 0 0 
Average 22 25.6 
Important 43 50.0 
Very Important 21 24.4 
Total 86 100 
Efficiency Ratios 
Degree of Importance Frequency Percent 
Very unimportant 0 0 
Unimportant 5 5.8 
Average 37 43.0 
Important 32 37.2 
Very Important 12 14.0 
Total 86 100 
Historical Financial Data 
Degree of Importance Frequency Percent 
Very unimportant 0 0 
Unimportant 3 3.5 
Average 27 31.4 
Important 37 43.0 
Very Important 19 22.1 
Total 86 100 
Proj ections/Budgets 
Degree of Importance Frequency Percent 
Very unimportant 0 0 
Unimportant 13 15.1 
Average 42 48.8 
Important 23 26.7 
Very Important 8 9.3 
Total 86 100 
Type & Amount Of Security/Collateral 
Degree of Importance Frequency Percent 
Very unimportant 1 1.2 
Unimportant 5 5.8 
Average 25 29.1 
Important 30 34.9 
Very Important 25 29.1 
Total 86 100 
<> J 
APPENDIX IV 
Descriptive Variable Analysis for Responses from Bank Executives 
Relative Weights Mean Std Dev Minimum Maximum 
Business environment 17.55% 7.94% 2% 40% 
Company background 23.90% 9.35% 3% 60% 
Financial position 30.40% 11.74% 10% 75% 
Security/collateral 27.78% 14.63% 0% 62% 
Others 0.99% 3.90% 0% 20% 
Degree of Importance 
Industry prospect 3.67 0.73 2 5 
State of the market 3.51 0.75 2 5 
Business nature 3.48 0.70 2 5 
Ownership/management 4.01 0.73 2 5 
Objective/strategy 3.26 0.81 1 5 
Credit bureau/bank reports2.87 0.90 1 5 
Repayment performance 4.17 0.72 2 5 
Profitability 4.03 0.83 1 5 
Liquidity ratios 3.81 0.68 3 5 
Capital structure 3.99 0.71 3 5 
Efficency ratios 3.59 0.80 2 5 
Historical financial data 3.84 0.81 2 5 
Projections/budgets 3.30 0.84 2 5 
Collateral/security 3.85 0.95 1 5 
APPENDIX V 
Descriptive Variable Analysis for Responses from MBA Students 
Relative Weights Mean Std Dev Min Max 
Business environment 19.94% 7.84% 5% 40% 
Company background 24.60% 11.24% 10% 60% 
Financial position 29.26% 12.87% 5% 60% 
Security/collateral 25.63% 10.75% 10% 50% 
Others 0.0% 0.0% 0% 0% 
Degree of Importance 
Industry prospect 3.54 0.56 3 5 
State of the market 3.26 0.85 2 5 
Business nature 3.63 0.77 2 5 
Ownership/management 3.86 0.85 2 5 
Objective/strategy 3.29 0.85 1 5 
Credit bureau/bank reports 3.80 1.05 2 5 
Repayment performance 4.11 0.93 2 5 
Profitability 4.20 0.58 3 5 
Liquidity ratios 4.11 0.76 3 5 
Capital structure 3.91 0.85 2 5 
Efficency ratios 3.49 0.78 2 5 
Historical financial data 3.86 0.77 2 5 
Projections/budgets 3.69 0.76 2 5 
Collateral/security 3.91 0.92 2 5 
APPENDIX VI 
LIST OF BANKS TO WHICH QUESTIONNAIRES WERE SENT 
1 ALGEMENE BANK NEDERLAND N V 
2 AUSTRALIA & NEW ZEALAND BANKING GROUP LTD 
3 BANK OF AMERICA NT & SA 
4 BANK OF CHINA 
5 BANK OF COMMUNICATIONS 
6 BANK OF CREDIT & COMMERCE HK LTD 
7 BANK OF EAST ASIA LTD 
8 BANK OF TOKYO LTD 
9 BANKERS TRUST COMPANY 
10 BANQUE INDOSUEZ 
11 BANQUE NATIONALE DE PARIS 
12 BANQUE PARIBAS 
13 BANQUE WORMS 
14 BARCLAYS BANK INTERNATIONAL LTD 
15 BELGIAN BANK 
16 CANADIAN IMPERIAL BANK OF COMMERCE 
17 CHASE MANHATTAN BANK N A 
18 CHEKIANG FIRST BANK LTD 
19 CHEMICAL BANK 
20 CITIBANK N A 
21 THE COMMERCIAL BANK OF HK LTD 
22 COMMERZBANK AG HONG KONG BRANCH 
23 COMMONWEALTH BANK OF AUSTRALIA 
_ 中 文 大 學 m g i r n r l 
24 CONTENTIAL ILLINOIS NATI BANK & TRUST CO 
25 CREDIT AGRICOLE 
26 CREDIT COMMERCIAL DE FRANCE 
27 CREDIT LYONNAIS 
28 CREDIT SUISSE 
29 DAH SING BANK LTD 
30 DAI-ICHI KANGYO BANK LTD HK 
31 DAIWA BANK LTD 
32 DAO HENG BANK LTD 
33 DEUTSCHE BANK AG 
34 DRESDNER BANK AG 
35 FIRST INTERSTATE BANK 
36 THE FIRST NATIONAL BANK OF BOSTON 
37 THE FIRST NATIONAL BANK OF CHICAGO 
38 FIRST PACIFIC BANK LTD 
39 THE FUJI BANK LTD 
40 HANG LUNG BANK LTD 
41 HANG SENG BANK LTD 
42 THE HOKKAIDO TAKU SHOKU BANK LTD 
43 HONG KONG CHINESE BANK 
44 HONG KONG AND SHANGHAI BANKING CORPORATION 
45 HK INDUSTRIAL & COMMERCIAL BANK LTD 
46 HUA CHIAO COMMERCIAL BANK LTD 
47 INDIAN OVERSEAS BANK 
48 INTERNATIONAL BANK OF ASIA LTD 
49 KA WAH BANK LTD 
50 KINGCHENG BANKING CORPORATION 
51 KOREA EXCH BANK 
52 KWANGTUNG PROVINICIAL BANK 
53 KWONG ON BANK LTD 
54 LIU CHONG HING BANK LTD 
55 LLOYD'S BANK PLC 
56 MALAYAN BANKING BERHAD 
57 MANUFACTURERS HANOVER TRUST CO 
58 MELLON BANK N A 
59 MIDLAND BANK PLC 
60 MITSUIBISHI BANK 
61 THE HONG KONG MITSUI BANK LTD 
62 THE MITSUI TRUST & BANKING CO LTD 
63 MORGAN GUARANTY TRUST COMPANY OF NEW YORK 
64 NANYANG COMMERCIAL BANK 
65 NATIONAL AUSTRALIA BANK LIMITED 
66 NATIONAL BANK OF CANADA 
67 NATIONAL BANK OF PAKISTAN 
68 THE NATIONAL COMMERCIAL BANK LTD 
69 NATIONAL WESTMINSTER BANK PLC 
70 NEDERLANDSCHE MIDDENSTANDSBANK NV (NMB BANK) 
71 NORTHERN TRUST COMPANY 
72 OVERSEA-CHINESE BANKING CORP LTD 
73 OVERSEAS TRUST BANK LTD 
74 OVERSEAS UNION BANK LTD 
75 PHILLIPINE NATIONAL BANK HK 
76 PO SANG LTD 
77 RABO BANK NEDERLAND 
78 REPUBLIC NATIONAL BANK OF NEW YORK 
(山 
70 THE ROYAL BANK OF CANADA 
80 THE ROYAL BANK OF SCOTLAND PLC 
81 THE SAITAMA BANK LTD 
82 THE SANWA BANK LTD 
83 SCANDANAVIAN FAR EAST 
84 SECURITY PACIFIC ASIAN BANK LTD 
85 SHANGHAI COMMERCIAL BANK LTD 
86 SIN HUA TRUST SAVINGS & COMMERCIAL BANK LTD 
87 SOCIETE GENERALE 
88 STANDARDED CHARTERED BANK 
89 STATE BANK OF INDIA 
90 THE SUMITOMO BANK LTD 
91 SWISS BANK CORP HK 
92 TAI SANG BANK LTD 
93 TAI YAU BANK LTD 
94 THE BANK OF NOVA SCOTIA 
95 THE TOYO TRUST & BANKING CO LTD 
96 THE TOKAI BANK LTD 
97 TORONOTO DOMINION BANK 
98 UCO BANK 
99 UNION BANK OF HK LTD 
100 UNION BANK OF SWITZERLAND HK 
101 UNITED CHINESE BANK LTD 
102 UNITED OVERSEAS BANK LTD 
103 WEST L B 
104 WESTPAC BANKING CORPORATION 
105 WING HANG BANK LTD 
106 WING LUNG BANK LTD 
107 THE YIEN YIEH COMMERCIAL BANK LTD 
/ 
八!)rtNDIX VII 
DATA AND CODING FOllMAT 
SPSS/PC+ The Statistical Package for IBM PC 
DATA LIST FILE='A:\BM.DAT' 
/ CASE 1-3 Ql.1 4-5 Q1.2 6-7 Q1.3 8-9 Q1.4 10-11 Ql.5 12-13 
Q2.1 TO Q2.21 14-34 
VARIABLE LABEL 
Ql.1 'BUSINESS ENVIRON' 
Q1.2 ‘BACKGROUND‘ 
Ql.3 'FINANCIAL POSITION' 
Ql.4 'SECURITY' 
Ql.5 ‘OTHER CRITERIA' 
Q2.1 ‘INDUSTRY PROSPECT' 
Q2.2 ‘STATE OF MARKET' 
Q2.3 'BUSINESS NATURE' 
Q2.4 ‘OWNERSHIP/MANAGEMENT‘ 
Q2.5 ‘OBJECTIVE/STRATEGY‘ 
Q2.6 ‘OTHER REPORTS‘ 
Q2.7 •REPAYMENT PERFORMANCE‘ 
Q2.8 'PROFITABILITY PERFORMANCE‘ 
Q2.9 'LIQUIDITY RATIOS‘ 
Q2.10 ‘CAPITAL STRUCTURE‘ 
Q2.11 •EFFICENCY RATIOS‘ 
Q2.12 'HISTORICAL FINAN DATA' 
Q2.13 ‘PROJECTIONS/BUDGETS‘ 
Q2.14 ‘SECURITY/COLLATERAL‘ 
Q2.15 ‘OTHER INFO' 
Q2.16 'WRITTEN POLICY‘ 
Q2.17 ‘CONSERVATIVE/AGGRESSIVE‘ 
Q2.18 'GLOBAL/LOCAL' 
Q2.19 'WORKING EXPERIENCE' 
Q2.2 0 ‘BANKING EXPERIENCE' 
Q2.21 'BANK EXECUTIVE/NON-BANK EXECUTIVE' 
VALUE LABEL 
Q2.1 TO Q2.15 0 'NOT FILLED' 1 'VERY UNIMPORTANT‘ 2 'UNIMPORTANT' 
3 ‘AVERAGE• 4 ‘IMPORTANT• 5 •VERY IMPORTANT•/ 
Q2.16 1 'WRITTEN POLICY‘ 2 'NO WRITTEN POLICY‘/ 
Q2.17 1 ‘CONSERVATIVE‘ 2 'AGGRESSIVE‘/ 
Q2.18 1 'GLOBAL' 2 •LOCAL'/ 
Q2.19 TO Q2.20 1 'UNDER 10 YRS‘ 2 ‘11-20 YRS• 3 'OVER 20 YRS‘/ 
Q2.21 1 'BANK EXECUTIVE' 2 'NON-BANK EXECUTIVE'/ 
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